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PROPOSAL FOR U.S. HELP ON SOVIET-FIAT AUTO FACTORY SHOULD BE REJECTED

Mr. Speaker, citizens across the nation are genuinely concerhed about the pro-
posal for the U.Sf to help equiﬁ and finance the Soviet-Fiat automobile factory.

Of all the unpromising, unlikely places in the world for the United States .to
provide techno;ogical and financial assistance, the most improbable should be the
Soviet Union. And of all the industries in the Soviet Union, among the last candi-
dates for assistance should be their machine tool and related industries for this

is ‘the heart of the Soviet industrial defense streggth.

Nevertheléss, the Administration last October announced that the United States
is prepared to finance through the Export-Import Bank the export of a large amount
of modern, precision American machine tools.which would be uséd to equip an auto-
motive factory the Fiat Company of Italy has coﬁtrdcted to construct in the Soviet
Union. Upwards of $50 million.of U.S.-built machine tools may be involved.

It seems inconceivable that it could be seii§usly proposed that the United
Stateg at this time should assist in any way'in building upA;he automotive industry
in the Soviet Unioh. |

The p;oducts of existing Spviet automotive factorieé can be found in trouble
spots throughout the world and notably in the war zone of Southeast Asia. Trucks
and other automotive products are among the significant war goods supplied to Hanoi

‘by the Soviets and the Eastern'Europe;né._ Such vehicles help to convey and transport

L4

Coumunist forces, ammunition,‘weapons. and other war .goods in Southeast Asia.
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, by, |
damaged over 9000 trucks in North Vietnam. Thousands more remain. The threat posed !
by Soviet- and Eastern European~built vehicles and other equipment must be measured
in terms of American lives lost as well as in millions upon millions of dollars
expended.

While there had been earlier press reports about the deal, the official announce- ’
ment of the role proposed for America in Building the Soviet automotive factory came onr
October 7, 1966. The President on that date made a sudden trip to New York vhere, ‘
in a major pelicy address, he announced that "the Export-Import Bank is prepared to
finance American exports for the Soviet-Italian Fiat auto plant."zj

The proposal that export licenses should be granted to authorize the shipment of
American machine tools for fhe Soviet-Fiat plant and that the Export~Import Bank
should flnance the export of thls equipment to the Soviet Union in my view was un-
sound last fall and it is unsound COday. 4s I stated to the House of Representatives
on October 17, 1966, the President received incredibly ﬁoor advice in making that
proposal. |

In the intervening time, an effort has been mounted ‘to put across ﬁhe idea to
the Congress and to the public that the proposed Fiat deal is in the best interest
of the United States.

This effort has been characterized by.an-assortnent of claims, statements, con- ;
jectures, inferences, and so forth, many of.which it appears have been deliberately ?
designed to becloud'the true issues involved. The basic purpose of the effort is
clear however: The intent is to smooth ;he way for the Fiet deal to go through
without going into any more detail than absolutely necessary.

Shortly after the President's October 7, 1966 announcement, the House Foreign

Affairs Subcommittee on Europe held a special hearing to discuss with representatives

of the executive departments, U.S. policy on East-West relations as reflected in the i

President's speech. Among other things, the Subcommittee at that hearing on October 18

attempted t%égﬁg&&ﬁ:‘é}&é|e%%e@&ﬁﬂiﬁ?ﬁhmmmﬁommﬁﬁj%90&19. U.S. should
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finance any part of it, who made recommendations to the President on such policies, and

so forth. But their attempts appeared to be in vain as witnesses from the Departments

of State and Commerce apparently did not satisfactorily answer the questions posed.
The Chairman, the distingu&shed Congresswoman from New York [Mrs. Kelly] said at the
time:

"If you take all of the reasons that you gave, gentlemen, they still
don't add up to a satisfactory answer to our questions.'" 3/

Last December four members of the Subcommittee on International Trade of the
House Committee on Banking andICurrency trévelled to Italy and several Eastern
European countries. In Italy on December 7, 1966 the éubcommittee HMembers conferred
with various individuals who are dealing with tpe Soviets in the proposed Fiat auto-
motive transaction. On December 17, they conferrgd‘in the quiet.Union with the
Soviet Communist officials who expé;t to be the benefi;iaries of the proposed trans-
action.

A subcommittee print issued by the Subcbmmittee on International Trade on March 1,
1967, contains the Subcommittee report on the proposed Soviet-Fiat auto plant. The
apparent purpose of the report is to assemble various materials-and quotes in support
of the Administration's proposal. |

The report tells us, for'example, that the following remark was made by Secretary

of State Rusk last October:

"It is the judgment of the Defense Department, shared by General

Wheeler of the Joint Chiefs of Staff, that a loan that would in-

duce the Soviet Union to devote greater resources to the pro-~

duction of consumer goods at the expense of applying these re-

Sources to military purposes is in our national interest." 4/

The report indicates that this statement by Secretary Rusk is included to make

it “clear to Members of Congress that the Department.of Defense is on record as
favoring the loan by the Eximbank for Fiat,"

In view of the claim attr;buted to Secretary Rusk, I made inquify of General

theeler on larch 3, 1967 asking the General to furnish me with any information now

5 . i 5R000200010020-7
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the expense of applying these resources to military purposes.
. Just as suspected, General Wheeler's reply of March 24, 1967 did not furnish in-

formation which to me gives any such evidence. General Wheeler did state hig belief

as follows:

"I do not believe that the Soviets would divert resources from a
military program which they regard as vital to any program to
benefit the Soviet consumer." 5/

Meanvhile, the platitude-filled statements continue to be bandied around by
Administration spokesmen such as this statement made March 2, 1967 by Anthony M.
Solomon, Assistant Secretary of State for Economic Affairs:

"{construction of the Soviet Fiat factory) in itself represents
a sizable allocation of resources for peaceful uses, but more
will follow to provide the roads, service stations, repair
facilities, and the like to keep the cars running. ...This
growing attention to consumer needs is a heartening develop-
ment in the Communist countries, one that we welcome and
should support through trade." 6/

Those thoughts echo similar comments offered by Acting Secretary of Commerce
Trowbridge, who on November 2, 1966 as Assistant Secretary of Commerce for Domestic
and International Business, said:

"The President's decision to provide for Export-Import bank
financing of American machine tools and other products for
the Fiat automobile plant in the U.S.S.R. is a good example
of how we will offer our cooperation on projects designed
to improve the well-being of their people. We support
their allocation of resources to expand consumer-oriented
industries." 7/

The International Trade Subcommittee report contains additional enlightening
information about the»campaign'underway to gain acceptance for the Fiat deal. It

recites, for example, that last October'Administration.spoké%men sought to convince

individual Members of the liouse, unidentified in the report, that "the Fiat deal

would support the increased emphasis which the USSR is putting on using its resources
8/
to produce consumer goods. "

v

Such wishful thinking actually runs counter to findings contained in a Central ;

Intelligence Agency report which the Subcommitt Y ' ]
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service stations, repair facilities and the like - are refuted by the CIA report

which states:

“The USSR will almost certainly have no desire and little need
to duplicate in the foreseeable future the heavy tertiary in-
vestments that have been fostered by the automobile in Vestern
Europe and the United States." 9/ :

The CIA report points out that the Soviet program is to produce cars for the
Communist leaders, not the people. It states:
"Essentially, the new Soviet program is designed to produce
automobiles for the bureaucratic and managerial elite, not
for the average citizen." 10/

Furthermore, it is the CIA evaluation that the announced Soviet plans to increase
automotive production will not divert resources from their defense or space programs:
", ..announced pians are not so grandiose as to require a signifi-

cant alteration in traditional Soviet economic priorities, and

would leave military and space programs unimpaired.' [emphasis
added] 11/

There is little doubt that if the Soviets were required to design and build

-

machine tools and equipment which closely approximate those they seek from abroad in
the Fiat deal then they would probably have to use engineers, technicians and capital
goods which . otherwise could be employed in programs related to Soviet miiitary and
space endeavors. I asked the Director of the Defensg Intelligence Agency, General
Joseph F. Carroll, about this and by letter of April 25, 1967, he resﬁonded:

"It is true that, if engineering and production,resources were
allocated to the design and fabrication of such machine tools

and equipment, the resources would have to be taken from other
programs, either military or civilian. In the past the Soviet
Union has_given'prioricy to military programs over civil programs,
and it is believed that -~ barring a major change in Soviet
policy -- this practice will continue," 12/

Note that General Carroll confirms that the Soviets would have to divert resources
from their other programs if they were required to undertake the automotive project

with their own resources.

v
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In other words, to whatever extent the U.S. or any other nation provides capital
goods to the Soviets, the Soviet leadership would be permitted to continue its tradi-
tional praetice of Qllocating.their own resources to military programs.

Neither'General Carroll nor any other responsible official of a U.S. intelligence
agency has ever, to my knowledge; claimed that1there'is evidence of a major change
in Soviet policy. In other worﬁs, Soviet priorities in the Soviet industrial empire
continue to go to military programs.

In spite of this we have witnessed a band of'Administration spokesmen, apparently
ignoring evaluations of the intelligence agencies, touring the country and giving the
impression to the American public, to trade and business groups, and to communications
media that the Soviet-Fiat deal will mean less Soviet tanks and more. emphasis on |
consumer needs.

‘SHIPMENT OF MACHINE TOOLS SHOULD BE DENIED

I would like at this time to cite some reasons why in my opinion the Export-
. Import Bank credits and the machine tools should be denied the Soviets.

Detente Non-Existent

One rationale advanced by Administration Spokesmen for shipping and financing

2

American- machine tools to the Soviets is their claim in seeing in the present situa-
tion a detente. But that is a claim with little basis in fact. The highest ranking
member of this nation's armed forces, General Wheeler, told all Americans last

February 26:

"...if history is any teacher, I see no particular reason to
view the present situation as a detente. ' ...It is a question
of 'prudence in protecting the security interests of this
country.' 13/ , .

N\

Basic Soviet Plans Remain Unchanpged

The leaders of the 6rganization which controls the Soviet industrial empire
traditionally have planned for the proquction-of a relatively small number of passenger
automobiles. That is still true today of the current Soviet leaders. ,
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The current Soviet Communist Party leaders approved of the'Dlans of the State

Planning Commission (GOSPLAN) which .calls for the production of an estimated 230,000
passenger automobiles in 1967. The Central Intellige227 Agency estimates that over:
12% of those will be a jeep-type vehicle, the GAZ 69.
The CIA also estimates that 23% of all Soviet passenger automobiles produced in
1967, a total of 54,000, will be exported. Furthermore, according to the CIA esti-
mates, that figure will increése to 250,000 automobiles exported by the USSR by
1974;l2/ Significantly, 1974 is the year when the proposed Fiat plant is scheduled
to be in full production.
The ordinary Soviet citizens are today deprived oflan automobile not because of

any action which they, or you, or I have taken. . They are denied an automobile because

Soviet leaders have decreed that they not be permitted one.

Everyone who gives serious thought to the workings of the Soviet Union understands :

full.well that the Soviet industrial émpire could right now, today, increase its out-
put of commercial-type vehicles. | .
But even if American financial assistance were granted and machine tools were
exported to build the Soviet-Fiat plamt, the CIA evaluation states:
"It seems certain that, within the next decade at least, the Soviet

leadership not only has no plans to mass produce automobiles in
imitation of the West, but would strenously resist intermal

pressure to do so. Although the USSR may some day join the circle
of nations that provide automobiles. for the average citizen, that
day is not now inm sight." 16/

In other words, the Communist leaders’' plans for automobiles are basically to use
them for rewarding the Soviet Communist Party elite and for exports and related
purposes, not for the average citizen. The Communists’® plans are designed to make
the Communist Party more efficient in its communications and travel nceds and better

equipped to achieve its political goals.

Importance of Machine Tools to Defense Industries

The following are some of the machine tools desired by the Soviets for use in

the Fiat-constructed plant in the USSR: - Numerically-controlled machines for die-
* Approved For Release 2002/05/06 : CIA-RDP70S00385R000200010020-7
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mechanical operations, such as transfer lines; boring, grinding, broaching machines;

high production machines for ring bevel gear production; boring and honing machines;

numerically-controlled profile checking equipment; automatic lathes; high production
machine tools for splined shaft production, hub production and transmission sliding
sleeve production; transfer 1ine$ for the machining of differential gear carrier and
gear housihg; transfer lines for pistons.

A study prepared for the Joint Economic Committee which was published in the
Committee's report, "New Directions in the Soviet Economy, Part II-A," in July 1966
states that:

"...the Soviet industrial defense establiéhment has grown at
the rate more than twice .that of the Soviet economy; that by
1963 it was in absolute terms about as large or larger than
that of the United States..." 17/
If four years ago the Soviet industrial defense establishment was as large or

larger than our own, then how big is it today? And what kind of advice has been pro-~

vided which results in decisions that could help the Soviet industrial defense estab-

lishment grow even more?

The Soviets know what they want when they ask for machine tools but I have the
distinct impression that there are many others Wﬁo are not completely aware of the
importance of machine tools to the economy and military strength of a nation.

A méchine tool ié the only machine which ié capable of reproducing itself. It
is a power-driven machine which is used to shape or form metal by cutting, by impact,

by pressure, by electrical techniques, or by a combination of those procedures.

The liachine and Tool Blue Book for January 1967 declares:

“Every item used, worn, or eaten by the military is directly or
indirectly an end result of machine tools." 18/ '

That same reference tells us that more than half of the total U.S. machine tool

. 19/
shipments in 1965 went to defense and defense related industries.

-
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hﬁve "just reviewed current and critical military programs requiring stepped-up
production of machine tools, and the types of machines that are sé vital to this
military procurement.' It contains a listing of ghe specific machine tools which are
critical and vital to the United States militafy for the procurement of‘such things
as ordnance, helicopters, missiles, and jet engines. Here is part of that list:

Ordnance: "The machine tools needed [for ordnance production] are
automatic chucking machines, automatic screw machines, numerically-
controlled automatic milling machines, special heavy-duty vertical
multi-spindle drilling machines with special fixtures, large
hydraulic presses, and transfer machines or tramsfer-type machines.

"Helicopters: The critical items here are transmission gears and
air foil blades. :

"The machine tools needed are bevel gear gencrating machines,
smaller size horizontal boring machines, numerically-controlled
jig boring machines, and routing-type milling equipment.

"Missiles: The machine tools needed for missile production are
'elephant-type’ vertical and horizontal boring and milling
machines, and vertical turret lathes with or without numerical
controls. . '

& kdede

'"Jet Engines: This program is calling for the earliest possible
delivery of additional machine tools.

"Machine tools are also being required in increasing numbers by
many industries which indirectly support the defense establish-
ment. It is estimated that over fifty percent of present machine
tool output is flowing to defense and defense support1ng
industries." 20/

Ong.could not say'that all of the machine tool items and equipment which the
Soviets are seeking from the United States,'or which are manufactured in Europe by
subsidiaries or licensees of American manufacturers, are in all 'cases identical to
those which are today so critical and vital to our own defense néeds. But there

seems to be a remarkable similarity."

This is not the first time over recent years that the USSR has attempted to .

obtain advanced automotive building equipment from the United States or that the

-
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into sharp focus.

Early in 1961 export licensgs that had originally been granted authorizing the
shipment of machine tools to the USSR f§r the productibn of cars and trucks. were
cancelled following an expreséioh of opinion by the Department of Defense that the
receipt of the equipment would contribute to the Soviet military and economic warfare
potential. |

‘The machine tools involved then ueré a transfer type machine to make V-{ cylindex
blocks and a transfexr type machine to mgchine’V-B motor heéds. The authorizatiop
also covefed six 8-spindle gear hobbing machines. Their total value was $6.1 million;

In that case the Deputy Assistant Secfetary of Defense for Internatiomal Security
Affairs, haydn Williams, said that the technology contained in those transfer
machines produced in the Unitéd States was the most advanced in the world and that:

"The products of these transfer type machlne tools are clearly
of military value." 21/

The Department of Defense position was that the products of the $6.1 million in
automotive building eﬁuipment'would clearly bé of military value. Why should there
now be any difference as to the military significance of automotive building equip-
ment? In view of present Soviet bolicy, including its heavy commitment toward aiding
Communist aggression in Vietnam, our poiiéy éhould be more stringent, and not softer.

Importance of Commercial-Type Vehicles for Military Purposes

Even assuming that only passenger or commercial-type vehicles were to be pro-
duced by the Soviets in the Fiat-constructed plant, would these vehicles contribute
to the mil;tary establishment of the Soviet Union?

Perhaps the pracFices of our own Department of Defense can best give us the
answer to that question. Ihe Office of the Assistant Secretary of Defense for
Installations and Logistics informed me on ilarch 24, 1967 in response to my inquiry

that the United States Department of Defense proposes to purchase 32,353 passenger
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cars, station wagons and other commercial-type vehicles in the fiscal year which
begins July 1, 1967.
In a letter to me dated iiarch 24 the Department states that:
“All of the vehicles showm are‘procured for the purpose of pro-
viding transportation of supplies, equipment or personnel which
contribute to the national security of the United States." 22/
Obviously vehicles of all kinds are of great importance to the support and oper:
tions of miliﬁary forces. Secretary of Defense lcNamara showed his recognition of
this fact on February 21, 1967. Regarding the case of ememy military forces denied

the use of wheeled vehicles in South Vietnam the Secretaryvof Defense said:

“This is a tremendous limitation upon their wérmaking
capabilities.'" 23/

Administration of the Export Control Act

The Export Control Act declares that it is the policy of the United States "to .

. [
exercise the necessary vigilance over exports from the standpoint of their signifi- ',

cance to the national security of the United States.' The Act is completely clear

too in emphasizing that both the military and economic significance of exports must

be considered in finding that the ''unrestricted export of materials without regard

t

-

‘e
'

to their potential militaiy and economic'significance may adversely affect the

United States.'

Who would deny that elementary prudence dictates that the intelligence agenciegj

i

of the Department of Defense must be consulted before determination is made that

a commodity has no ''potential military and economic significance?"

On January 17, 1967 I made public four letters which uhequivocally state that
the Deféhse Intelligence Agency and the intelligence organizations of the Army, lavy.
and the Air Force had not- been consulted when hundreds of items were removed from
the Lxport Control Lisc.yl/ |

Yet the International Trade Subcommittee reporg'expresses confidence in thé prc

. ’

cedures used by the Department of Commerce and assures us ''that Commerce would
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weigh a variety of factors before ﬁaking action on [machine tools that can be used
for strategic purposes].dgé, And to attest to this display of confidgnce, the report,
of all things, quotes from an October 20, 1966 Department of Commerce letter wherein
the Director of thg Office of Export Control enumerates some of the agencies of this
government which participate in the formulation of export cohtrol policies. I call
to your attention the fagg/that in the Department of Commerce letter, as quoted in

the Subcommittee report, there i8 no specific reference to "Intelligence Communicy"

or "“Intelligence Agencies."

Incomplete Information Available

It appears that only a partial insight is being‘permitted as to what machine
tools in total the Soviets actually hope to acquire from the United States. A
detailed list of the machiﬂe tools including '"both the types of tools desired and
the U.S. companies most likely to be in a position to supply them" was not included

in the International Trade Subcommittee report but was purposely excluded ''for

27/

business reasons" because "publication migﬁt upset normal commercial relationships.”

To study the matter thoroughly, of course, would require a detailed and complete
list of the machine tools which the Soviets desire to get from us. In such matters
the national security and welfare of the United States must be paramount to all other
considerations. It is not conceivable td me how anybne could give greater weight and
importance to business and commercial considerations rather than to the national
security and welfare of the United States.

Also it is difficult to ;ee.how an&one at this Qate'could consider our involve-
ment in helping to equip a Soviet automotive féctory as a "norﬁal commerical
relationship." ‘

SUMMARY
America should not at this time assist in any way in the building of the automotivel

industry of the Soviet Union. llistory teaches that the present situation cannot be

viewed as a detente. _ ‘
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There are those who have voiced platitudes and claims in attempts to smooth the
way for the Fiat deal to go through. But wishful thinking must not be substituted
for reasoned and reasonable caution.

The Soviet Communist Party leadership continues to control and to command

i © all facets of the Soviet industrial empire. The Soviet leaders exercise their control

over Soviet industry by granting their approval to plans worked out by GOSPLAI. The
announced current and. future plans of COSPLAN do not significantly differ from
tréditional plans which heaviiy favor military programs at the expense of consumer
programs; | | |

Soviet military programs are geared to the output of the Soviet industrial
defense establishment and mochine tools are the heart of any industrial defense
establishment.' The Soviet industrial defense establishment is huge; it is p0551bly i
as large or larger than that of the Unlted States. Dut the Soviet industrial defenoe ;
establishment does not have the quantity of_quality machine‘tools as does that of the
United States. | |

Soviet planners hope to 1mport machine tools which incorporate advanced technology;
Sov1et planners say they intend to increase automobile production by rece1v1ng out51de |
financial assistance and by importing machine tools of advanced design. If the Soviet L
planners hopes are realized in this respect, then their military and space programs
will rgmain'unimpaired. In any event official United‘States intelligence evaluations
are that the Soviet leaders do not plan to provide aotonobiles for the average
Soviet citizen. |

Soviet planners intend to increase the production of passenger cars in order to
revard and provide incentives to the Communlst Party ellte. . They also intend to

increase the number of cars produced for export. lioreover, passenger cars and other

commercial-type vehicles are important for military purposes' they do contribute to

the national security. -

/

™~
\
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The Export Control Act is very explicit on the point that both the economic and
military significance of materials must be weighed in determininnghether they may
be exporged. | |

It is difficult if not impossible to view the Soviet-Fiat deal as a normal
commercial transaction and complete information on the aeal has not yet been dis-
closed by ghe Soviets.

The International Trade Subcommittee report tells us "that U.S. machine tool
technolog§87ay play a larger role in tﬁe proposed auto plant thap had been forecast
earlier." It explains this by saying that in addition to the direct purchases
from the U.S. the Soviets want - to lay hold of machine tools which are manufactured in
Europe under license arfangeﬁents with American firms. Little by little the full
measure of Soviet decéit in this grandiose scheme unfolds. We are told that a letter
from the Italian middlemen wés received on February i, 1967 which contains this

information:

"The final cost of said machine tools and equipment items is
contingent upon the decisions of the Soviet agencies handling
the actual purchase orders." 29/
That one sentence alone should give all of us cause to question what this Fiat

deal is all about. The American people know full well what the final cost of machine

tools is in the hands of the Communists. And over 9,000 Americans have thus far paid

that final price in Southeast Asia.
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